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OLL> 83-2073/6 _, S
12} September 1983 ' .o

MEMORANDUM FOR THE RECORD

SUBJECT: House Committee on Post Offlce and Civil Service
Hearing on the Impact of Dual Retirement System
Contributions for Federal Employees Hired On or
After 1 January 1984

REFERENCE: MFR OLL 83-2073/2 dated 13 September 1983,
Senate Committee on Governmental Affairs
Hearing on Retirement

STAT

1. The House Committee on Post Office and Civil Service,
chaired by Representative William D. Ford (D., MI), conducted
the subject hearing on 20 September 1983.
Deputy Director of Personnel for Special Programs, and I,
attended. The hearing was essentially a replay of the
13 September hearing held by Senator Ted Stevens (R., AL)
and his Governmental Affaifs Subcommittee. The witness
list, together with all prepared testimony, which was
presented essentially as prepared, was nearly identical to
‘that of the earlier Senate hearing. '

2. The Comptroller General briefed on his 31 August
1983 Study Report and recommended dual retirement system
coverage (Civil Service and Social Security) at a cost
comparable to current Civil Service retirement costs
(withholdings) for the interim period between 1 January 1984
and enactment of a new supplemental retirement program.
Federal employee union associations continued to argue that,
until a new supplemental retirement program is enacted and
in place, all Federal employees must continue to be partici-
pants of the Civil Service Retirement and Disability System
(CSRDS) regardless of the 1 January 1984 Social Security
legislation. They also argue that such coverage should be
equal in cost to that incurred by current Federal employees.
Mr. Donald J. Devine, Director of the Office of Personnel:
Management, continued to. press for Social Security coverage
only, for all employees hired 1 January 1984 or later. He
was adamant in opposing even temporary CSRDS coverage for
new employees just during the interim period.
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3. Chairman Ford indicated that his Committee would not
be authoring legislation on this subject but rather would
merely react to one or more bills authored in the Senate.
This Committee is, I think, more receptive to the employee
point-of-view than the Administration's, although I sense

. that it would readily support the Stevens' Bill were it to
. be passed by the Senate.

STAT

: Liaison Division
Office of Legislative Liaison

Attachments
As stated

Distribution: ‘

Original - OLL Record w/atts
- OLL Chrono w/o atts
- DDA w/atts
- D/OLL w/o atts
- DD/OLL w/o atts
- C/LD/OLL w/o atts’
C/LEG/OLL w/atts
- SL/LD/OLL w/o atts
- HL/LD/OLL w/o atts
- DD/Pers w/o atts
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‘COMMITTEE ON POST OFFICE AND CIVIL'SERVICE COMMITTEE

September 20,-1983'

WITNESS LIST
Charles A. Bowsher, Comptroller General'
General Accounting Office :

Donzld J. Devine, Director
Cffice of Personnel Management

Jerry Shaw, Chairman
_ Federal Employees' Coordinating Committee

George Gould,'Chairmaﬁ'of the Legislative Committee,

and Kim Parker, Secretary
FAIR i

Panel of Federal Employee Organizations

Lud Andolsek, President
ational Association of Retired Federal Employees

1

N

2. Robert Tobias, President
Natlonal Treasury Employees‘ Unlon

3., John Sturdivant, Executive Vice President
American Federation of Government Employees

4, David Gusky, Legislaﬁive Director
National Federation of Federal Employees.

-Panel of Postal Employee Organizations

1. Frank Connors, Vice President,, accompanied by
George Gould, A5515uanu to the Pre51dentf
National Association of Letter Carriers -

2. Patrick.Nilan, Director of Legislation
hmerican Postal Workers Union
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SEPTERBER 20, 16&3

OPEHING REiiaRKS OF CHAIRFAK WILLIAK D- FORD -
PO T GFFICE AND CIVIL SERVICE COthTTEE

KS K RESULT OF A PROVISIOH OF LAST YEAk'S SOCTAL sécualTY RESCUE
'LAu, KEW CIVIL SERVICE EWPLOYEES WILL BE REQUIRED TERPORARILY TO
CORTRIBUTE T0 Two'PéHSIGN SYSTENS AFTER KEXT JAHUARY -

UKDER THE LAW, THESE uéw HORKERS.HILL BE FORCED TO COKTRIBUTE 7
PERCENT  OF THEIR SALARIES TO THE CIVIL SERVICE RETIREMENT SYSTEM AKD
ANOTHER 7 PERCENT TO THE SOCIAL SECURITY SYSTEM, IKCLUDING THE 1.3

PERCENT KEDICARE TAX THAT ALL FEDERAL ENPLOYEES HUST PAY.

THE COMMITTEE NEETS TODAY TG HEAR TESTINOEY GN THE PROJECTED |
1PACT OF THESE DUAL COKTRIBUTIGNS.

AT OTHE OUTSET, 1 WANT TO MAKE 1T VERY CLEAR THAT THE DUAL
CONTRIBUTION IS OKLY A TERPORARY KEASURE URTIL A SUPPLERENTAL
RETIREMENT PLAR FOR HEW ENPLOYEES CAN BE WOKKED OUT-  KEVERTHELESS,
MEMBERS GF THE COMMITTEE SHOULD BE FULLY AWARE OF ALL THE REGATIVE
ESPECTS  HHEN PROVISIONS CF THE soclAL SECURITY ANEHDHENTS TAKE EFFECT

EARLY HEXT YEAR.
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THE CORMITTEE  SGHE TINE AGOE;SKED THE GENERAL Acﬁouurzne OFF IC
TO AKALYZE THE POTERTIAL SFFECTS OF THE NEW LAk THE  REPORT kAS
RECEIVED AUGUST 31 AWD HAS BEEH.DIﬁjRiBUIED~fo COMITTEE. KENSERS.

ONE OF THE GA CONCLUSIONS Déééﬁvés SER10US cpﬂSIDERATIQN BY THIS
CORMITTEE. THIS 1S THE FINDING THAT‘THE-DUAL COKTRIBUTIGR REQUIREHENT
COULD  WAKE 1T KORE DIFFICULT TO' RECRUIT AND RETAIN QUALIFIED
IWDIVIDUALS FOR THE FEDERAL SERVICE,. PARTICULARLY IM SPECIAL PaY
CHTEGORIES, SINCE THE DUAL CONTRIBUTIONS WILL CAUSE A SUBSTAKTIAL
REDUCTIOR IR EHPLOYEES' TAKE-HOHE PAY.

THIS 1S OF SPECI@L‘C&HCERN SIHCE THE FEDERAL GOVERHRENT ALREADY
IS EXPERIENCING PROBLENS 1 CORPETING WITH THE PRIVATE SECTCR FOR THE
ST QUALIFIED TRDIVIDUALS .

| WOULD LIKE T0 HGTE THAT EARLIER THIS YEAR 1 INTRCBUCED A BILL
(H-R- 3371) SPECIFICALLY TO ADDRESS THIS PROSLEN. 17 g6ULD 6IVE HEW
GGVEanaﬁT WORKERS A DULLAR-FOR-DOLLAR TAX CREDIT FOR CURTRIBUTIGHS TO.
THE CJQIL SERVICE RETIRERENT SYSTEW UKTIL A SUPPLEWENTAL PLAK i e

DEVELGPED-
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I ALSU WANT TO REWINKD CUHHITTEE FEMBERS THAT WE HAVE ERTERED IKNTO

A CONTRACT WITH -HAY ASSGCIATES, A PRESTIGICUS CONSULTIKG FIRK IK THIS

| AREA  OF EXPERTISﬁ, CTO ASSIST THE CORHITTEE 1k DEVELOPIHG A

" SUPPLEWENTEL PRGGRAHN.

KE WART TO FOVE. OH THIS PLAN AS QUICKLY AS POSSIBLE. AT THE SANE
TIHE, HOWEVER, WE WANT TO ENSURE THAT WHEW THE PLAN IS FINALLY ENACTED
IHTO LAW 1T WILL BE FAIR, FISCALLY SOUKD AKD DURABLE- 1 WEED NOT
RENIKD ANY GF YOU ABOUT HOW COMPLEX THIS PROBLEM IS.

Ve ALSO HAVE AN DBLIGATION - TO EHSURE THOSE COVERED UNDER THE
CIviL SERVICE RETIRENENT SYSTEH:THAT THEIR PENSIOHSAQILL BE PROTECTED-

I AR CONFIDERT THAT AFTER HEARING TODAY'S WITHESSES e ulLL ALL
HAVE A BETTER UHEERSTAHDIse OF WHAT 1S AHEAD.

JITH THAT, 1 BELIEVE YOU, FR- BOWSHER, ARE FIRST UP AT BAT- YOU

fiAY PROCEED IN WHATEVER HANKER YOU CHOOSE .
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U.S. GENERAL ACCOUNTI? CE
WASHINGTON, D.C. :

FOR RELEASE ON DELIVERY
Expected at 10:00 a.m. .
Tuesday, Septemter: 20, 1983 -
. : |

. STATEMENT OF CHARLES A. BOWSHER
- COMPTROLLER GENERAL OF THE UNITED STATES
BEFORE: THE |

COMMITTEE ON PGST OFFICE AND,CI'IL SERVICE.
HOUSE Orf REPRESENTATIVES

OoN

RETIREMENT CONTRIBUTION REQUIREMENTS
- _ FOR NEW FEDERAL- EMPLOYEES

Mr., éhairman ané Members of the Committee:

I appreciate thé opportgnity to appear today to present our
views on the effects of tfméorarily'reqdiring-new Federal employ-
ees to contribute to bofﬁ social security and.the civil service
retirement system. We are pleased that your.¢ommitteé has under-
taken these hearings to.remedy this situation. We have been con-
cerned that the extra contributions would place the Government at
a competitive disadvantage in recruiting and retaining employees
because.they would result in‘a-substantial reduc;ioh in take-home
pay. While employees in the private sector must pay social -
security taxes, few are reguired to contribute to their
emplcygé-sponsoréd retiremen;.programs.j

Méét‘employees in tﬁe~civil sérvice.systemfmust pay 7 per-
c?nt of theif saiary intoi;he retirement fund,f Some participants

contribute even higher amounts, ané all employees pay an

Apprdved For Release 2008/09/08 : CIA-RDP86BOO338ROOO400480008-O



Approved For Release 2008/09/08 : CIA-RDP86B00338R000400480008-0
adéitional 1.34percent medicare tax. Beginning in January 1984,
newly hired.Federal employees and former employees rehired after
2 treak:in service of 1 year'of ﬁore will also be covered by
social éecurity{ Therefore, in addition tb retirement fund
contributions ané the medicare tax, they will be reguired to pay
. social sééuri;y taxes ©of 5.4 percent in 19384 ané 5.7 percent in
~ll985. Whiié.ﬁedicare and sociai security taxes éurrently apply
only to the firs; $35,700 of zannual salary, nearly zll new
émployees will receiQe salaries below this level. Thus, they
will Dbe contributing a total‘of about 14 percent of their salary
to these programs until a new retiremeht system to supplement
social security is established. It is anticipated that the new
system will not be‘in place until sometime in 1985.

WeAissued a letter report to the Senate Committee on Govern-
ﬁental Affairs on August 31, 1983, whichvhighlights our concerns
and discusses some options to ameliorate the problem. I would
like tb,submit a copy ©f that repor; for the record and summarize
tne options..

It is difficult to predict at this time what a new supple-
mental retirement system will provide or how it will be imple-
mented. Presumably, it will retroaétively cover all service by
new employees_after January-l, 1984. We é;so assume that any
contributions new employees make to the civil service systen,
durihg the period of temporary. coverage, that.are greater than
the amouht-required by the new system would be refunded.

The Office of Personnel Manégement (OPM) estimates that by

the ené of 1985 a total of 385,000 Fecderal employees could be

2
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fected by the cdual ccntribution require
these emplovees will coritribute abdut $§470"million to.the civil

service retirement Iund durinc this 2-year pgeriod, but cnly a few

of them are expected to receive any civil service bensfits from:

their contributions. This i1s because new employees must have 5

vt -

»

“years of civilian service to be eligible for disability benefits

and must’have'been enployed at lea{t'lé months before their
survivers cculd receive death benéfits{: Socizl security recuires
covérage of up to S years,taépehdiﬁg‘dh the employee's age, fd:
Gisepilityv benefits and 18 months for.deathrbenefits. : v

Thus, none of the new employees would be eligible for disa-
©ility benefits from the civil serviéé system and only those
hired-early in 1984 would be eligible for civil service death
penefits. Rehired émployees‘could'be eligible for more benefits
‘pecause 0f their prior F?dé}al service, Overazll, CPM estimates
that civil service disability and death benefits will be paid in
750 instances, and such payments are estimated to be about
$500,000 in 1984 ané $2,900,000 in "1985.

The extra contriputions to be reguired of new emplcyees will
cause a substantial reduction in thei: take-home rvay. This could
adversély affect the Gévernhent‘s recruiting and retention ef-
forts. Officials in the five departmehts and agencies we visited
were very concerned that the higher retirement contributions
wouldkélace the-Government at a'competiti&e disadvantggé
esPeéiélly in those occubations where thg Govg#nment already has
;5 ray special éalary raies to compete with thé private sector.

In 1982, agencies were paying eabout $93 million annually in

3
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salary supplements ©ver and above regular rates to 34,300 such

employees.

In view of the limited benefits that employees will derive

-

ntriputing to <he civil service system ané the

rem temperari

Ih

| Ed

Yy C

-

0

problems the increzsecd contr;bptions méy cause, we evaluated
several &lternatives that could resolve this situation. These
alternatives were:

i.' Provide a temporary tax crecit to Federal employees
-covered by thg‘sociél security system for the amount of their
contripution to the civil service system.

2. Proyide no civil service coverage; therefore, no contri-
butions'to‘the éivil service system would be reguired.

3. Pfovide,iemporary éivil service coverace without recuir-

ing employee contributions but witﬁ a 100-percent social security
‘offset acainst any civil service benefits received.

4., Provicde for volg;tary temporary p;rticipation in the
civil sérvice system by new ehplcyees.

Under each of these alternati§es,;employees' service credits
weuld be transferred to the néw supplemental system when it is
established.

I would now like to discuss the alternatives in more detail

along with the advantages and disadvantages of each one.

Tax credit

One way to alleviate the impact of greater retirement con-

-

tributions would be to provide the new emplovees an income tax

redit for their civil .service contritutions during the 2-year

0

o]

eriod. Bills have been introduced in the House of Representa-

4

Approved For Release 2008/09/08 : CIA-RDP86B00338R000400480008-0



Approved For Release 2008/09/08 : Q|'A-R6P86'Boo338Roo_c'J4oo480008-o'

tives (H.R. 3371) and the Senate (S.
credits. However, timing of the tax ¢

gisadvantage, inasmuch as the employees may not berefit from the
credit until the following vear when they file their tax returns.
3_\1 . . ~

This alternative would continue

th

ull employee and emplover

M

contributions to the civil sérvi;é trust fund. Employees would"
‘ﬁéve'éreatér diéability and deaﬁh%béﬁefits than thoSé hired prior
to 1984 pecause of the dual covérége,'but would have contributed
less because oI the tax'credit,_:siﬁpe the proposed oills do not
chance the refuné provisions of the'civilzserQice system,
employees could receive not only the ‘tax credit but also‘a réfund

of their contributions if they later left Government service.’

No civil service coverace

Unéer this alternative, the-social security program would
provide disability and suévivor benefit coverace Icr new enploy-
ees but, depending om‘individual ciréumstances, benefits could be
~more or less than ciQil service benefits. ‘No employee or
employer contributions to the civil service system would be
reguired.

This alternative avoids any duplicated beneifits and the
potential administrative burden of }efunding employee contribu-
tions if a noncontributory supplemgdtal plan is later estgb;ished
or ;he contribution rate under the ﬁew plan is lower. 

féecruiting may be‘more éifficult than under other alterﬁa-
ttiVés recause of the dncertainty about the iével of“future
f.retireme“t beneifits. Aiso, this altéfnativé'would generally pro-

- vide lower cdisapility ané death benefits, especially for rehired

5
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employees who might otherwise qualify for civil service benefits
peczuse of crior Federal service tut who may not have sufficient

service :to gualify for social security benefits.
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This -’ternatlve would provide emplcyees coverace under
'ﬁboth sysﬁéms,.bu: civil‘service benefits would be reduced by the

.amountvof any benefits received from social security. While
emplcoye CAntrioutions to the civil service system wculd nct be
regquired, acenc1es would continue to make civil service contri-
§Ltlons which woulﬂ pe used to finance civil service penefits
for these employees.

The alternative assures disability and death benefit cover-

a

u}

e comparatle Lo that provided employees nhired beicre 1984, but
at less cost to new employees. However, it creates some

e turcden in computing the social security ofiset.

m
o}

minist rat

-
(o

t does avoid the potential administrative burden of refunding

A

employee contributions if & noncontributory supplemental olan is
later established or the contribution rate under the new plan is
lower.

Voluntary participation

wWhile a2ll new employees will have social security coverage,
this élternative'would permit those employees who desired
creater coverage to participate in the civil service system.
Participating employees and théirvggencies wouid each be
required to make the regular contributions tc the civil service

SYStEu .

6
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This altefnqtive would give particibpating emplbyees more'
coverage than that provid?d emplbyées nired prior to I984.

Wnile it would give the individual the responsibility’ for

o)

etermining the

jo
o

N

dequacy of coverace, it would be very costly
N -

for thne.limited additional coverage mcst employees would

' receive.

.

In summary, Mr. Chairmen, uniess £he current law.is
chanéed, new employees will-contriputé almost $$00 million toz
the civil servics system, but ocnly a Qery small numder will
receive any benefits from those contributions before the new
system is established. Morecver, tﬁe'dual contributions will
reduce‘employees'“take-hcme pay making recruiting and retention
of quality individuals much more difficult. 1In some cases,

- special pay rates ﬁight paée to be increased or paidé to more
emplcyees. Resoluticnjof this problem prior to January 1, 1984,
would relieve new employees from the burden of contributing t
both social security and the civil service system.

I would be pleased to answer any guestions you may have.

5
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| ~ STATEMENT OF
HONORABLE DONALD J. DEVINE
DIRECTOR, OFFICE OF PERSONNEL MANAGEMENT -
BEFORE THE

COMMITTEE ON POST OFFICE AND CIVIL SERVICE
UNITED STATES HOUSE OF REPRESENTATIVES

ON

CIVIL SERVICE RETIREMENT COVERAGE FOR FEDERAL EMPLOYEES
' WHO WILL BECOME COVERED BY SOCIAL SECURITY AFTER DECEMBER 31, 1983

' SEPTEMBER 20, 1983
MR. CHAIRMAN AND MEMBERS OF THE' COMMITTEE:

I APPRECIATE THE OPPORTUNITY T0 APPEAR THIS MORNING TO DISCUSS THE PROBLEM
OF DOUBLE COVERAGE QF NEW FEDERAL EMPLOYEES UNDER BOTH THE SOCIAL SECURITY
AND CIVIL SERVICE RETIREMENT SYSTEMS. I AM ACCOMPANIED BY JAMES MORRISON,
OUR ASSOCIATE DIRECTOR FOR coﬁpENSATIQﬁ, AND JEAN 3A£BBR, Ass1sTANT DIRECTOR

FOR FINANCIAL CONTROL AND MANAGEMENT.

FEDERAL'EMPLOYEES FIRST HIRED AFTER DECEMBER 31, 1983, ANﬁ CERTAIN CAIEGOﬁIES
OF EMPLOYEESIHIRED BY THE GOVERNﬁENT BEFdRﬁ THAT DATE, WILL BE COVERED UNDER
SQCIAL.SECURITi AS A RESULT OF THE 1983 SOCIAL SECURITY AMENDMENTS. WHEN
THOSE AMENDMENTé WERE ENACTED, IT WAS RECOGNIZED BY ALL INVOLVED THAT

THE CONGRESS WOULD HAVE.TO ESTABLISH A NEW RETIREMENT SYSTEM FOR THOSE EM-
PLOYEES IN 6RDER TO SUPPLEMENT THE SOCIAL SECURITY_BﬁNEFiTS THAT THBEY WILL
BE'EARNINC. tEGISLATION WILL NOT BE ENACTED BY JANUARY TO. ESTABLISH A NEW
SUEPLEMENIAL.RETIREMENT PLAN. THEﬁEFORE, THESE EMPLOXEES WILL END UP BEING

COVERED UNDER AND PAYING FOR BOTH THE VERY EXPENSIVE EXISTING CIVIL SERVICE
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RETIREMENT SYSTEM AND SOCIAL SECURITY. AS A RESULT, THEY WILL HAVE TO: PAY
A TOTAL OF 14 PERCENT OF THEIR SALARIES FOR EXPENSIVE, INAPPROPRIATE AND

DUAL RETIREMENT COVERAGE. Y

IT IS IMPORTANT THAT THE PRESENT'fAﬁfBE AMENDED TO CORRECT.PbTENTIAL DUAL
'RETIREMENT DEDUCTIONS AND COVERAGELT?ITTWOULD BE INAPPROPRIATE TO PROVIDE -
FULL, PRESENT CIVIL SERVICE RETIREMENT COVERAGE--EVEN TEMPORARILY—TO FEDERAL
'EMPLOYEES WHO ARE ALSO ‘COVERED UNDE?{S@CIAL SECURITY. THIS IS PARTICULARLY
TRUE IF WE REMIND OURSELVES THAT THE CIVIL SERVICE RETIREMENT SYSTEM IS AN
EXTRAORDINARILY GENEROUS SYSTEM. THE EXCESSIVE RETIREMENT covtRAés THAT WOULD
BE PROVIDED BY CONCURRENTLY PLACING EMPLOYEES UNDER SOCIAL SECURITY AND FULL
CIVIL SERVICE RETIREMENT CAN ONLY CONFUSE AND DEMORALIZE THOSE EMPLOYEES By

CREATING FALSE'EXPECTATIONS REGARDING THEIR FUTURE BENEFITS.
. /, . ,
THE COMPTROLLER GENERAL/HAS IDENTIFIED FOUR POSSIBLE APPROACHES TO THE
DOUBLE COVERAGE PROBLEM. ONE OPTION IS THAT FEDERAL EMPLOYEES COVERED
BY BOTH SOCIAL SECURITY AND CIVIL SERVICE RETIREMENT MIGET BE GIVEN A
TEMPORARY TAX CREDIT FOR THE AMOUNT OF THEIR CIVIL SERVICE RETIREMENT
CONTRIBUTIONS. A SECOND OPTION WOULD BE TO COVER EMPLOYEES UNDER CIVIL -
SERVICE RETIREMENT, BUT RELIEVE Taéﬁ'os THE OBLIGATION TO FINANCIALLY
CbNTRIBUTE TO THE CSRS. THIRD, PARTICIPATION IN THE CIVIL SERVICE
RETIREMENT SYSTEM MIGHT BE MADE VOLUNTARY UNTIL A NEW SUPPLEMENTAL

RETIREMENT PLAN IS ENACTED. FINALLY, EMPLOYEES COULD BE COVERED

SOLELY UNDER SOCIAL SECURITY WHILE A NEW PLAN IS BEING DELIBERATED.

. THE ADMINISTRATION STRONGLY OPPOSES GRANTING FED°RAL EMPLOYEES A SPECIAL
TAX CREDIT FOR THE AMOUNT - OF THEIR RETIREMENT CONTRIBUTIONS. SUCH A TAX

CREDIT HAS NOIPARALLEL IN THE TREATMENT OF PRIVATE SECTOR EMPLOYEES'
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RET»IREMENT CONTRIBUTIO;‘JS. AS ‘A MATTER OF EQUITY, WE CBJECT TO PREFEREN-
TIAE TAX TREAIMENT FOR FEDERAL EMPLOYEES. ALSO, AS THE COMPTROLLER GENERAL
POINTS OUT, TEIS OPTION WOULD UNFAIREY ENABLE EMPLOYEES TO RECEIVE BOTH A
TAX CREDIT FOR THEIR CIVIL SERVICE RETIREMENT CONTRIBUTIONS AND A REFUND OF
THOSE CONTRIBUTIONS, SEOULD THEY LEAVE THE GOVERNMENT. FINALLY TRIS ALTER-
NATIVE WCULD PROVIDE IMMEDIATE RELIEF FROM DCUBLE COVERACE ONLY IF EMPLOYEES

ADJUSTED THEIR SALARY-WITEHOLDINGS FOR INCOME TAX. -

WE ALSO FIND’THE SECOND.OPTICN'OBJECTIONABLE. THIS REMEDY WOULD PROVIDE
CIVIL SERVICE RETIREMENT‘CCVERAGE, EUT WITH NO EMPLOYEE CONTRIBUTION, AND .
WOULD REQUIRE THE INDIVIDUAL'S.CIVIL SERVICE RETIREMENT BENEFITS TO BE
OFFSET BY HIS OR HER ENTIRE SOCIAL SECURITY BENEFIT. SINCE THE SUPPLE-
MENTAL RETIREMENT SYSTEM THAT MAY EVENTUALLY BE ENACTED IS LIKELY TO DIFFER
SUBSTANTIALLY FROM THE CURRENT CIVIL SERVICE RETIREMENT SYSTEM TEMPORARY
CIVIL SERVICE RETIREMENT COVERAGE WOULD BE OF QUESTIONABLE VALUE TO NEW

EMPLOYEES.

THE THIRD OPTIQN THE COMPTROLLER GENERAL MENTIONED-—VOLUNTARY PARTICIPA-
TIOM'IN-THE'CIVIL SERVICE RETIREMENT SYSTEM--WOULD BE ATTRACTIVE ONLY TO
EMPLOYEES WITH HIGH INCOMES. CIVIL SERVICE RETIREMENT COVERAGE WOULD BE

" OF ONLY LIMITED VALUE DURING THIS‘TRANSITION PERIOD. DOUBLE CONTRIBU-
jTIONS WOULD DISCOURAGE PARTICIPATION BY LOWER-INCOME EMPLOYEES, WHO ARE
LIKELY TO BE RELATIVELY YOUNG AND LESS CCNCERNED ABOUT EREPARING FOR THEIR

'FINANCIAL SECURITY IN RETIREMENT.

THIS BRINGS US TO THE LAST OF THE_FOUR POSSIBILITIES DISCUSSED BY THE COMP-

TEOLLER GENERAL: COVERING POST-1983 EMPLOYEES SOLELY UNDER SOCIAL SECURITY
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UNTIL THE NEW SUPPLEMENTAL PLAN ISiiN PLACE. EXCLUDING THE AFFECTED EMPLOY-
EES FROM CIVIL SERVICE RETIREMENT COVERAGE AND COVERING THEM UNDER SOCIAL
SECURITY ALONE WOULD NOT SIGNIFICANTLY ENDANGER THEIR FINANCIAL SECURITY
IN THE INTERTM PERIOD BEFORE ESIABLISHMENT OF THE NEW SUPPLEMENTAL RETIRE-

(MENT PLAN. THIS IS TRUE BECAUSE, EVEN IF THEY WERE COVERED UNDER THE CIVIL
SERVICE RETIREMENT SYSTEM, 'FORMER EMPLOYEES REHIRED BY THE GOVERNMENT AFTER

A BREAX IN SERVICE VIOULD HAVE TO WORK FOR AT LEAST A YEAR BEFORE THEY WOULD
BE ENTITLED TO A NORMAL ANNUTTY BASED ON THEIR PREVIOUS SERVICE. NEW EMPLOY-
EES WOULD HAVE TO WORK FOR AT LEAST 5 YEARS BEFORE GAINING TITLE 70 AN ANNUITY.
EVEN ‘NEW EMPLOYEES WOULD HAVE TO WORK ‘AT LEAST 18 MONTHS BEFORE THEIR SPOUSES
WOULD BE ENTITLED TO SURVIVOR -ANNUITIES BASED ON THE EMPLOYEES' DEATH IN
SERVICE. .IN ANY EVENT, WHEN A SUPPLEMENEAL PLAN IS CREATED; WE WOULD BOPE

" AND RECOMMEND THAT EMPLOYEEE BE ALLOWED TO PURCHASE RETROACTIVE CREDIT FOR

THE PERIOD PRECEDING ENACTMENT OF THE SUPPLEMENTAL PLAN.

WE RECOGNIZE THAT THIS OPTION MAY CREATE SOME CONCERN THAT THE‘LOSS OF IN-
" COME TO THE CIVIL SERVICE RETIREMENT FUND FROM NEW EMPLOYEES WOULD CREATE
FINANCIAL PROBLEMS IN THE FUTURE FOR THE FUND. FRANKLY VWE THINK THIS CON-
CERN IS MISDIRECTED, SINCE ANY FINANCIAL PROBLEM FOR THE FUND WOULD

ARISE ONLY MANY YEARS IN THE FUTURE. NEVERTHELESS, WE WOULD BE WILLING ToO
CONSIDER A REQUIREMENT THAT THE GOVERNMENT CONTINUE TO MAKE CONTRIEUTIONE '
TO THE CIVIL SERVICE RETIREMENT FUND' DURING "THE TRANSITION PERIOD IN THE

SAME AMOUNT IT WOULD HAVE MADE HAD THE NEW EMPLOYEES BEEN COVERED

CONCERNS HAVE ALSO BEEN RAISED THAT EMPLOYEES MIGHT BE DENIED CERTAIN BENEFITS,
SUCB AS DISABILITY/ANNUITIES AND SURVIVOR ANNUITIES FOR THEMSELVES OR THEIR

.DEPENDENTS WHICH THEY MIGHT OTHERWISE BE ELIGIBLE FOR DURING THE PERIOD. WHILE
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THE NEW PLAN IS BEING DEVELOPED: HERE AGAIN, WE WOULD ‘BE WILLING To

CONSIDER SOME ARRANGEMENT TO ENSURE PROTECTION FOR THESE INDIVIDUALS.

IN éUMMARY, WE BELIEVE fBAT EXCLUSION FROM CIVIL SERVICE RETIREMENT
COVERAGE OF FEDERAL EMPLOYEES WHO WILL BE COVERED BY SOCTAL SECURITY

IS THE MOST APPROPRIATE SOLUTION TO THE DOUBLE COVERAGE PROBLEM. WE

ARE HOPEFUL THAT A NEW SUPPLEMENTAL RETIREMENT SYSTEM WILL BE ENACTED
SOON FOR TROSE FénBRAL EMquYtEs WHO WILL BE COVERED BY SOCIAL SECURITY
SIARTI&G IN 1984. THE ADMINISTRATION HOPES THAT THIS NEW SUPPLEMENTAL
RETIREMENT PLAN BE 1IN PLACi.BY 1985. WE -ARE EAGER TO ASSIST THE MEMBERS
AND COMMITTEES OF CONGRESS WITH TECHNICAL SUPPORT FOR LEGISLATION TO

REFORM THIS IMPORTANT ITEM OF PUBLIC BUSINESS.

THANK YOU FOR THE OPPORTUNITY TO DISCUSS THIS PROBLEM. I WILL BE HAPPY .

TO ANSWER YOUR QUESTIONS.
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Mr. Chairman, Members of the S§bcommittee, I app?eciate
the opportunity to presenfvthe'Qiewéﬁof the Federal éﬁpioyees
Coordinating Committee and its mgmb;r orgaﬁizations. iThe FECC
represenis approximately a doze&iﬁéderél employee organizations
representing a wide rahge of govéénmént workers; Mah& of our
members wofk in departments and égenéigs particularly concerned
about the effecté of the'recently;eﬁécted Social.security
Amendments. The temporary dual coverage by Social Sépurity aﬁ@
existing federal retirement pension systems, mandated by £he |

PL—98—2i will have a direct dollars and cents effect, as well

as an indirect effect on our membership.

Adverse Effects of. Social Security Amendments

/
/

Should Congress fgil to enact legislation to eliminate the
built-in disadvantages and ineguities of the Social Security
' Amendments on federal employees, the consequencésAwill be severe.
Recruitment and retention problems, a;ready endemic in many
federal agencies, will become even more serious, as pay and
benefits to new employeesiare affecied. Simultaneously the
federal governmént's comparétive disadvantages in recruitment
becomes more acute with the ecOnomié;recovery. Privatezemﬁloyers
will pot only be increasing their hiring, buf‘offering ﬁigher pay
and3benefits. | |
. Moreover, the effééts 6f thé Social Secufity Ameﬁdments
fiare not restricted to néw;y hired federal eméioyees;':Difficulties

.in recruiting gqualified new employees, and increased employee

[
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attrition have direct effecﬁs'dn agency workloads, efficiency
and ﬁorale. -ihe ability of federal managers to carry oﬁt their
assigned responsibilities will be adveréely effected as will
their job satisfaction and their commitment to a civil service
career. |

| These problems faced by existing federal employees are
compouﬁded by fhe knowlédge that the future of the pension
programs to thch they themSelves have contributed during
their federal careers is itself in doubt. Federal employee
confidence in éxis£ihg federal pension and benefit_progréms
is alread§ at an-all time 10w; The adoption of the Social
Securi;y Amendments only served to futher erode this confidence
at a time when fedefal employees.are élready witnessing a
mass exodus of their colleagﬁes to the private sector.

Lastly, the Social Sécurity Amendments will have direct
budgetary implications. At a time,when all Americans are con-
cerned about the cost of government, gfeater difficulties in
recruiting and retaining workers with specialized or highly
technical abilities has already necessitated the payment of
special pay rates to many exisiing federal employees, many of
which I might'add, are mehbers of the FECC. The exacerbation
of recruitment and retention problems due to dual coverage
may require payment of highef special pay ratés to greater

numbers of individuals,
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Legislative'objectives

These and similar gffectS'of tﬁé'Social SecurityfAmendments 
suggest three distinct objectivé#ﬁfaced by Congress‘in'the near
term, |

Eiggg, and most important, éiréfirement system for new
employees must b§ designed and iﬁpleﬁehted-withovt delay.: The
lohger this is postponed'thé moreqééfious the p;oblemé will |
Secome. No temporary stopgap measuré designed to alleviate
current problems will satisfy this need.

Second, a solution must be fouﬁdnﬁo the immediate problem
caused by dual coverage that will eliminate the basic inequity
that would be_suffered Ey new employees forced to contribute
to two pension systeﬁé. ,fhese new employees can expect to
contribute some half albillion dollars to the Civil Service
Retirement System and 6thef sysfemé while obﬁaining something less
than three and a half million in benefits during the same period.
To quoté the recent General Accountihg Office study of the problem,

"Requiring to temporarily contribute to both

systems appears to be an inequity. The dual

. contribution will reduce employee's take home

pay if the situation - is not remedied by Con-

gress."

' Third, an effort must be made ﬁquinimize the genefél éamage
to the federal government,}its effectiveness, .its efficient opera-
t;dn; and the morale of ité employeeé.f The re&ention~and recruit-

ment problems must be addressed head-on.
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Alternatives

iSeveral 1egislative alternatives havé been proposed to
address these last two legislative objeétives: eliminating the
inequity and ﬁinimizing the damage done by the Social Security
Amendments. The three most widely discussed alternatives have
been (1) to exclude new employees from Federal Retirement
Systems coverage, either universally, or on a voluntary basis;

(2) to instifute some form of tax credit ihat would reimburse

new employees for the incréased.finéngial burden of dual coverage;
or (3) alternatively to develop a Social Security offset formula
while proﬁiding temporary Fedéral Retirement Systems coverage
without employee contributions.

Nﬁne of these three altetnagives, nor any other with which
I am familiar, are eﬁtirely éatisfattory.

The first~al£ernativé, to exclude new employees from coverage
under the current federal pension program, would of course eliminate
the direct financial inequity to be borne by new employees. How-
ever, this alternative also eliminates the potential personnel
recruitment benefits of inclusion under such programs. Also, a
simple exclusion of new employees from the current federal retire-
ment system.wduld further'strain the financially strapped federal’
program. Néw employees who otherwise would have been able to
take advantage of Federal Retirement Systems benefits would be

substantially penalized. Creating a different kind of inequity.
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Like the Federal Retirement:Systems exclusion alﬁernative,
tax credit arrangements,;whichiwouléireimburSe new emﬁléyees
for their contributions to fede:g;_éétiremént behefit:programs,
would aiso eliminate the.diréctfﬁiﬁancial inequities 6f dual
coverage. Such an alternative wéﬁld?&lso benefit théifinéncially
strapped existing federal‘retireﬁent,benefit programs, However,
for many new ewﬁlpygesf.ganning.én;ry-ievel wages, the possible
delay in reimbursement pointed oug'in the GAO report could be
an important considerationiin_jpining.the federal governmeht.
Though the federal government would:be‘alleviated of any sub-
stantial administrative’burden, it would do so at the expense
of new employees. . These disadvanpages will doubtlessly be
reflected in recruitment pnd retention,

7/ .
The last alternative, involving the Social Security offset,

'has the fewest disadQéﬁtages. This alternative would provide
new federal employees coverage under both the Federal Retirement
Systems and‘the Social Seéurity Systems, while at the same time
eliminating the direct financial impact on the employee. More-
over, this arrangement would provide:comparable disability and
death benefits coverage for the new employees whiie at the s ame
time partially protecting the financ¢ial health of the existing
federal retirement prbgfamsfthrough égency-only contributions.
Nonekheless, the Sociél_sécurity offset arranéement will result

in. administrative burden which would be avoided under the tax

credit scheme.
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bbviously, none of the alternatives available is completely
satistactory,lunderscoring the need for Congress to address the
more importantsproblem of overhauling existing retirement benefit
programs.

 Of the alternatives available, however, tne FECC prefers

the Social Security offset approach.

Recommendations

‘Whichever alternative is agreed to by the Congress, the
FECC feels such a plan should contain five elements:

1. New employees should be reimbursed for any direct
financial penalties of dual coverage in a timely fashion."

2. The financial integrity.of existing federal retire-
ment benefit programs must be insured by Congress, and the lack
of new employee contributions not become a new excuse for OPM
to unleash a further publicity barrage about how the Federal
retirement program is "breaking" the Government

3. Any new retirement system for new employees must be
a fair and equitable one,

4, Lastly, new employees should be completely aware of
the temporary'arrangements made to accommodate their entry into
the U.S. government, The Office of Personnel Management should
belinstructed by the Congress.to inform new enployees both of
the‘temporary nature of the retirement system under which they
enter, and the specific benefits to which they would be entitled
pending Congress's work on a new Federal Retirement System,

Thank you very much,
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‘ : %th FUND FOR ASSURING AQ)INDEPENDENT RETIREMEN

U. S§. EOUSE OF REPRESENTATIVES

September 20, 1983

:epreseﬁtétiveS'of TAIR. Recently, the 26 member Organizailons

.. s - q' ‘. ‘- . - 1-+.
veted unanimcusly to continue FAIR 2s 2 voluntary coa-2rtich

of unicns ané emplovee organizztions concerned with legislative

. Z S+ 3 1 3 = - - =
igssues zffecting 2ll active zana retired federal and peostzal

n

employees. At its June 7, 1983 Board of Dilrectors meetin

+h

new officers were elected: -Vincent Sombrotto, Chairman o

cident; Kimberly C. Parker, Secretary, &

-

5
[{V

the Board anc ?

ja)
s

A me thi¢ morning are Ximberly C. Parker, Secretary ©

k)
1
t

3 roe 21 Onzirmea £ 7 's Lecislati -
PAIR, and George Gould; Cheairman O TAIR's Lecgislative Com
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Mr. Chairman, .we want to thank Y fand other members

of the Committee for your farsighted a approach in initiating

)

studies to compile the necessary;info .ation endé éctuarial

datz to ceveloDp & lonc term solutwon to- manaa;orv social

security cowerage for new f "al and posba1 employees.

»

As a.coalitidn epr esent-nc fede:al and
postal employees, we anticipéted-prcblems that could

arise if the Social. Security: cdverage was extended to new

goverament employees. During the debate omn the Social Security

p3ill this yezr, c©n many Occesions we took the o;portunity}to

express our concerns that there wouldé be & cGichotcmy between

<hation becomes & rezlit

}--

m

esent emplovees. That s

'

'
/
/
4

- . - . N - ..(...'.. T
If 2 sclution can be developed to resolve this dichotomy,

/
£

we as a cozlition of 26 federzl ané postzl unions ané employee
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ions_peliéve that &ny such solution must meet certain
tests to Dbe €i§ble, workaslé anad acceptable.
Ané, if z solution is indeecd oo;ng to be enacted iato
law, it is.éssential that there be & consensus Dy ali involved
To reazch that consensus it i$ necessary to thoroﬁghly com=-
municzate. That is why we a?prec;a;g these hearing% which give
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us the ccpertunity today to WOIX with you’ anc your staif on
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histecrical perspective.

'1’ e

irst, it is essential that all post-1883 hires be

covered by the Civil Service Rétirement System. Under

R Y
-

present law these enDloyees a*e covered by that system. We’
would not support any leg_slatibn that would remove them from

the Civil Service Retirement ‘System ¢r leave them-in limbo .

even for & relativ elv short perioc¢ of time.
Second, contributory funding for the Feceral retirement
true+: funds must continve. It is ecssentizl thet there be no

inter-uption ané no reduction in those contributicns. Con-

sinuing full contributions insure that all options remain

available, znd insure the financial solvency and integrity

of the Tederal retirement trus;'funés.

- Thirg, tﬁere must be equi£y betbeeh new;émployees an&'
pfesént employees. Inequitieé in ;éﬁtribution levels could
result in personnel probléms, declining morzle, ana éroos in

orcdtctivity;_ To have two employees at the same pay level,
cdoing the same jocb and yet one contrlbu‘*ng 7% toward Civil

Service Rebl*e nt, and the other CDnt*¢bleﬁc 7% to Civi

0
®
0
rr
n)
5]
o
s
o
o}
.."

Servi d.?% to Socizl Security, is inherentl:

The c¢overnment, O work effectively, must pe abls o

e are zlso tThe crgani:ations who will be rerresenting
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these new emplovees. We are concerned

(]
<

+treated

-
-

. .- ) . . - " F r- .
airly and that there be no f;agmgpt:tlonmoL the iede el

: .
workiorce *

rnew &né currant f'de al and‘gostal emblovees.
we will beﬁbore than;happy_tO'answer any guestcions ypu

may have. = = S
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NATIONAL ASSOCIATION:OF RET D FEDERAL EMPLOYEES
1533 New HAMPSHIRE sz N.W., WASHINGTON D.C. 20036 AREA Coos (202) 234.0832

L. J. ANDOLSEK GEORGE E. AUMAN HELEN T. PEDDRICK " MONROE W. WILLIAMSON
PRESIDENT ) | VICE PRESIDEN? AN SECRETARY ) TREASURER

STATEMENT OF L. J. ANDOLSEK, PRESIDENT
NATIONAL ASSOCIATION OF RETIRED FEDERAL EMPLOYEES
BEFORE THE
HOUSE COMMITTEE ON POST OFFICE AND CIVIL SERVICE -
: ON THE . .
' RETIREMENT CONTRIBUTION REQUIREMENTS OF POST-1983 FEDERAL 'EMPLOYEES

September 20,'1983

I am L. J. Andolsek, President of the National Association of Retired
Federal Employees, commonly known as NARFE;~ I am pleased to appear before this
Committee on behalf of our half-a7niilion does paying mémbers, 21l of whom are,
or soon will be, dependent on the Civil Service Retirement Fund as the major
‘'source of their retirement income. We'comnend you for holding this hearing on the
effects of requiring future Federal employees to contribute to both the Civil
Service Retirement System and the Social Security System, and appreciate the
opportunity to oresent our views. NARFE is 2 member organization in the FAIR
coalition, and although the views we are presentlng today are our own, they are
consistent with the basic principles outlined‘by that 25 member coalition.

Mr; Chairman, the 63 year old Civil Sern;oe Retirement System~is a testament
to the basic policy that employees of the Fedéral Governnent'deserve a retirement
system suff1C1ent to meet thelr flnanc1al needs when they retire from the active
workforce, As we approach the threshold of mandatory Soctal Securlty coverage for
post~1983 Federal hires, we must ensure that no breach octurs in that longstanding

commitment to the staff retirement system.

Approved For Release 2008/09/08 : CIA-RDP86B00338R000400480008-0



Approved For Release 2008/09/08 : CIA-RDP86B00338R000400480008-0

-2-

Und;f existing law, both current and f;ture career employees are automatic
zparticipan;s in the CiQil Serﬁice Retirement System, and NARFE is unalterably
opposed to‘aqy 1egislatiie action which would eliminate or interrupt: that full
’ @orkforce participatibn.' During the 20th Century, thié nation has embraced a
 §01icy of encoufaging employers to establish staff retirement plans for the
protection of empldyeés_during their_careers and for providing post-career income
Based on years of sgrvice by grantiﬁg favorable tax treatment of employer contributions
to those systems; For the Government'itsélf to dismiss this policy by allowing
even a temporary breach to oceur in rgtirement goverage for new Government employees
is inconsistent and unfair. Moreover,‘for the Government's top personnel officer
to propose .excluding new employees from the'existiné system while Congress works
n

to establish a supplemental retirement program which, in his words, “may eventually

Be enacted” is ﬁnbeliévable. ,

The systems which stabilize:sopiety and provide a framework for the
protection and progress of'our nation and its_éitizens are based on continuity.

The work of ébvernment and iﬁdeed the busihess of life is always undergoing
transition;' Sincere efforts ﬁﬁst constantly be made to.eliminate inevitable
duplications. However, in some situations a degree of duplication is essential to
ensure both continﬁi;y and flexibility.i

in an effort to gain support for increases in military spénding, President
Reagan referred to a 'window of wvulnerability" that wouid occuf if we did not
contin;e fundihg weapons systems based on current technolégy at the same time we
develop new téchnqlogies for the future. We do not claim to be defense experts; -
hoyéver, we are retirement expérts and NARFE can assure you that if .the Administration
succeedsAin exempting future employees-frﬁm parficipation in the Civil Service
Retirement System, even temporarily, it:vill open a window of vulnerability that

will never be closedﬂ | |
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Mr. Chairman, éll employees of the Fedéral Government mustzbe participants
in the staff retirement system whethe:‘itﬁﬁg uﬁder the total retirement program :
‘available to past and current employees, or.a yet to be developed supplemental
program of benefits coordinated with Socigl*Seéurity for future employees. Until

such a program is iﬁ place, however, the post-1983'employees.must be included in

the existing progfaﬁ. 'If the choice is between a lapse in retirement coverage

or full employee contributions to both Federal retirement and Social Security;

NARFE must opt for the latter.

As an argaﬂizatién representing "former employées from all levels of
government, including management and the highly.techniéal, we fully recognizé‘and
have voiced concérn aBout.the recruitment problems that could resuit if new
eméloyees are reqﬁired to contiibéke 14% of pay towards their reiirement security.
quever, it would be extremei& difficuit to attract higbly qualified candidates
for Federal employment if we did not offe: any retirement system, even for a short
period of time, to compete.with thdse aQailablg from private sector employers.

A new survey by the U. S. Department of Labor found that 84% of full-time workers
in large and medium size private companies‘are»covered by private retirement plans
as well aé Social Security, énd in.most cases fhose plans are financed totally.
by_the employer. |

We also recognize that moralé probléms_cbulé result from inequitable
treatmen;iof current and future employees. . UnderStanding;thét modifications may.
begnecéséary to the amounts of%funding derived from eachzéf the three current
sqﬁ;ces';4 emplbyees; empléying'ageﬁcies, and thé Governmént -- does not change
th; basic premise thaﬁ those fgndé must continue to flow into the éxisting,Fede:al
Refirement System and that hew employees must continue tqlbe coveréd by that System.
It is presently the one and only retirgment‘sysfem of the Federal éovernmenf.
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A nﬁgber of p;oposals.have surfaced which are consistent with the.goals
:-of continuedvfunding:and'continued coverage that pfoﬁide énough flexibility to
. offset -any inequitieé that cduld arise from requiring qeﬁ employee participation
.in both systems. Legisl#tion you introduced t; pro§ide a tax érédit for
'émployees* contributions to the Federal Retirement éystem would éddress many
-éoncerns in these are#s,.although we'recognize the practical problems facing
enactment of such_a‘plan. As varioﬁs temporary measures are considered, it is
critical that basic coﬁerage in the system not be changed to achieve a short
term solution. There can be no 1apses in coverage or funding. This is the
only Qay to assure that Congress will be able to consider a full range of optionms
for a supplemental program, when all of tﬁg data from the Congfessionally

approved studies currently underway is available.

»

Mr. Chairman, NARFE éommends you for yéur efforts to résolve the conflicts
which will face the Féderal retireﬁent‘and personnel ménagement systems mnext
year. We iook forwgrd to working with you and your staff oﬂ addressing them in
a temporary'fashion ;nd in the'futuré'develﬁpmenﬁ of a fair supplemental
retirement plan fof'Federal employees hired after 1983.. ; would be happy to

respond to any questions you may have.
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. On. behalf of the 120, 000 Federal employees and retirees
‘represented by the National Treasury Employees Union, we appre-;
.ciate this opportunity to submit our views on the effect of
requiring new Federal employees to bebcovered by both social
security and the ClVll service retirement system

The issue of how to allev1ate the large finanCial.burden
that will be placed on Federal employees hired on or after: Jan-
uary:l; 1984 due to their incluSion under the Soc1al Security
System is one that must be.addressed.. We commend you, Mr. Chairman,
for the leadership and responsibility you have shown in seeking:
a rapid 1egislative solution to. this problem. '

Let us state from the outset that we view this issue as
critical not just as an immediate concern, but for the long-term -
~retirement security‘of Federal'employees. Duringvthe debate
earlier this year on the/Social‘Security Amendments of 1983 (now
Public Law 98-21), we opposed the inclusion of new Federal and
nostal employees under social security for numerous reasons. We
were primarily concerned about'the-effects.of this change upon
the future solvency of the current civil service retirement sys-
tem and upon the morale of the workforce where workers performing
the sameijob.wouldAbe'paying:differentfamounts'for their
retirement. When the law was~enacted,;we were told that~Congress
was committed to ensuring the financial‘security of- civil service
retirement and of relieving new workersfof the burden of paying
into.both systems. N | |
: The time has come for1Congress to make good on its commitment.
On January 1, 1984 newly hired Federal and postal workers will

pay approx1mately 14 percent of their gross salaries in social
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securlt& taxes and civil service retirement contrlbutlons In
addition, the Administration has endorsed a plan whlch we believe,
E would disrupt tne continuity of funding to the civil service
retirement system. | |

In Senate hearings last<week, Office of Personnel Management'
.~1Director Donald J. Devine expressed the Administration's support

for removing new employees totally from the civil service retire-
ment system. Under this option, the employees would only pay into
social security and would be allowed to purchase retroactive
coverage in the new supplementary retirement plan that will Be
developedt | |

Having stated this position, however, the Director then went
on to say that the Administration wonld be willing to consider
requirements that the government continue to make contributiomns
to the crv11 service retlrement fund and to prov1de dlsablllty
and survivor protectlon to these workers during that time. While
we are glad that the Admlnlstratlon at least recognizes some of
the problems assoc1ated with its recommendation, we cannot sup-
port this position.

It is not the fault of future Federal empioyees that Congress
chose to cover them under social security while no supplementary
retirement is in place. Given the complexity of developlng such
a retlrement system and the extreme care and dellberatlon that
must be taken before it is enacted, no one can say for sure
excactly whenAthe system would be7in place. We believe that in
order to guarantee the continuation of funding into the present
systen and protect employees‘toethe-fullest extent possible,'a

definite answer must be reached. The responsibilities of the
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government and the employees mustfﬁe_clearla
‘enacted. Allewing ﬁew Eederal end'festal workers to reﬁain
.covered only by social security fer en‘indefinite peri;d.is
simply unacceptable. : L

We believe that another seluégen mﬁét be found. The Gen-
eral Accounting Office listed flve optlons that could be pursued.
One of these - the idea of grenglpg newlemployeeS‘a tax credit
for their.civil-sefvice'retirement:ebﬁfributions -- has a great
deal of merit, but it has drawn signifieantqoppoéition to the
point where it probably cannot be enacted. | |

We believe that the best solution available would encom-
pass the following features:
- all new employees wouLé-remain_under,the civil service
retirement system}pﬁtil.e new suppiementaryeplan is enacted

when they would be placed under that sysfem;

- new employees would pey the 6.7 percent FICA tax;

- new employees would also pay 1.3 percent of the contribu-
tions to the civil service retlrement system; this would
be done to ensure that all workers are paylng the same

amount of their salaries toward retirement;

- the government wouid continue to pay 7 percent for each

employee into the CSleund;
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- the remaining 5.7 percent of the employees contribution
wo@ld be paid out. of genéral’revenues to be amortized over

a thirty-yéar period.

We Bélieve:that this system offers the best available means
'1to deal equitably with the problem at hand. The GAO estimates
~that employee contributions by new hires in 1984 would total
about $470 million. ‘Deducting the 1.3 percent that the eﬁployees
would pay, meané that the govérnment would amortize the remain-
ing amount to be paid in authorized annual installments over 30
years. Tﬁerg is precedent for this in that Congress chose to
handle part of the funding for the present civil service retire-
ment system in this fashion. This -offers a low-cost altermative
ﬁo the problem. ' ,

In addition, our proposal ensures fairnmess by requiring that
all employees pay the same amount for retirement. This would
alleviate any problems vith administfation and morale that would
certainly'deveiop underkpresénf conditions.

Finally, tﬁis solution would fulfill Congress' commitment
to maintain the funding of the present civil service retirement
system. Eventually, the longfterm issue of what happens when
employee contributioné to the fuhd diminish will have to be
addressed. But in the interim, the stability Qf the system dur-
ing the’pe:iéd when' a supplementary plan is developed will be
ensured. ‘We urge the Subcoﬁmittéé to adopt.our proposal.

Mtr. Chairman, this concludes my prepared remarks. We would

be happy to answer any questions the Committee may have.
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Mr. Chairman:. We J!preciate thc oppoz Lo discuss the

impact of social security and crv1l serviye~retirement coverage
on Federal workers hiredxon or after January 1, 1984~ The issue
is of pre551ng 1mportance to current as well as future Federal

employees and retirees.v
Employees hired by‘the'Pederel Goyernment after December'3l,
1983 and employees who~ekperienceua breek in service.of more
4tban one yeer, will contribute to and be covered by both soc1al
'security and c1v11 serv1ce retirement. Their total payroll
deductions for retirement.purposes will be;l4 percent (7 percent
for social security and 7 percent for civil service retirement).
Tbese deductions, coupled with the. usual payments for Federal,
State, and local taxes and health:insurance,.will place an
-extraordinary financiel burden on new hires.

. N :

_,’. .

In 1982, Federal agencies spent $93 millionjin special pay rates
to recruit and retain gualified people in certain occupations, A
There 1is little}argument that thevFederal Government will ex-
perience even greater recruitment problems once the 14 percent

deduction is implemented.

A partial, long-term SOlution will brobably come in the‘form of
a completely new retirement system for Federal workers covered
byzsoc1al security. The new system, which will either be inte-
l?grated'with social security'or an add-on to 1;, will almost
flsurely require less in employee payroll contributions than 14
_:percent. But it is‘doubtful the new system yill be in blace

before late_1985.
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In the meantime, Congress must take steps to alleviate the
financial burden on new.employees. and to facilitate the Govern- |
ment's recruitment efforts. In doing so, however, you must

ensure that the following criteria are met.

First, there should be no disruption of revenue to the current
Federal retirement programs. The General Accounting Office, as
you know, estimates that new hires will contribute nearly $500
million over the next_twé Qears to.the.various Federal pension
systems. §hould these funds Se cut-off, the systems' financial
posture would be weakened and benefité could be jeopardized for .
:curfent>and future retirees. This'mu§t not‘be allowed to

)

happen.

The second test that should be met is one of equity between
present employées aﬁd_those hired éftef this year. Current
civil‘sérvice'workers pay 7 percent of salary toward ?edéral
retirement and i.3 percent toward Médicare, for a total payroll
deduction of 3.3 percent. In ofder to avoid dissension between
present and new.employees, and to ensure a certain deg;ee of
fairness between the two groups, ciVil servanﬁs hired after this
yeaf shguid also contribute 8.3 pércent of saiéry toward retire-

ment or a figure as close to that as possible.
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Sevefal proposals are now:being_qiééussed as possibie*remedies"
to the problems that will;be crééteééby fuily coveriné new em- ‘
ployeeg with both social securityvaga Fedefal_retiremént. One
proposal ‘that appeé:s'to meét'oqéiéritéria would requiré new
Federal employees :d'cdntribute ﬁhé sfanéérd amount tp social
security (7 percent of the firsti$37,500 in salary) and 1.3
pefcent to Fedetai retiiement,'fo# a‘fotal payroll deduction qf
8.3 percent.- In .return, new civiirservice‘wquérs would be pa?t
of the current Federal retirement system until a new annuity |
program is designed and implemgntedt--with respect to funding,

‘ Feéeral agencies would continue to make their contributions on
behalf of new workers. In.additién, however,_a’lump sum would
be authorizea to be paid 56 the'Federal retirément:systéms by
the Federal Governmengf/ This would make up the 5.7 percent

'coﬁtribution-for which employees' would no lbnger'be

Aresponsible.

NFFE could support this proposal. _Yet, we could also support
others should they meet the criteria:summarized above. We

- simply urge Congress to fecoénize thg-severity of the pending
problém'and to work with ail due speéé to implement a viablé

solution.

1This-cdncludes my statément. I will be happy:to answer any

questions.
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My name is Francis J. Conners, Vice President of the
National Association of Letter Cat*iers. With me' today

is George Gould, Leglslatlve Ass;stant to NALC Pre51dent

. Vlncenn Sombrotto. Pre51dent éombrotto could not be here
today due to a lonc standlng commltmenb, but he aoprec;a;es
your invitatlon, Mr. Cnalrman, to‘par;1c1pate in these
‘héaringé. o

The ﬁatidnal Aséociétion of ietter:Carriers, APLfCIOﬁi
a union represent ng anoroanctoly 252,000 Letter Carrierg,

n‘ which 60 000 are retired uette* Carriers, is the exclusive'

bargaining agent for c1ty delivery carriers employed by the

U. S. Postal SerVibe} .Wé appréciate the 6cnortunity to

appear today be;ore phis Commlttee to discuss our concerns
about the s;tuatlnn that w1ll face new postal/federal

employees beginnlng January 1, 1984. On that date, newly

hired postal/ﬁedéral empioyees will begin paying an addi-

.tionél 7% of their wages into Social Security along with a

7% contribution to Civil Service Retirement:

Mr. Chairman, let me personally thank yén and the Members
of your Committee for your contlnued concerns and commitment
fo .the solvency of the Civil Serv1ce Retlrement System and
haﬂntenance of beneflt levels. Vour Commlgtee s long standing
AooD051tlon to the proocsed budget cuts over the past three’
years is greatly appreciated by all posbal/feceral~employees
ané retirees. Without your firm actions; Civil $erﬁice

benefits would have been severely recuced, contributions
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.incfgasealby 57%, and ;he ret;rement age raised to 65.
Thesé hearings today show that centinued concern,‘

As a result of the passage of H.R. 1900 earlier this
vear, post-1983 hires of the federal government will be
covered by Social Security. They will be required to pay
5.7% into the 0ld Age and Survivors Disabiliﬁy Insurance
;unu as well as l 3% into the Medlcare funa. Becaﬁse
they contlnue to be ;overed bv the C“Vll Service Retirement .
System, they will contribute 7% into this systemn.

A paymeﬂt of 14% of wages intontwo retirement progcrams
-could caﬁse problems for.the government‘ih recruiting and
*etalnlng gualified emnloyees."Tﬁis is one of the problems.
we pointed out to the Congress. du lhg the consideration of
the.Social Security bill.  Take for eXample two Letter
Car:iérs working side-by-side, doing the same job and
receiving'the same pay uncer fhé National Collective Bargaining
Agreement.  A Letter Carrier hired in December, 1983, would |
have aporoximately $1,660 deducted for retirement and Medicare.
A lLetter Carrier hired on January 1 1984 would have $2,800
deducted for Civil Service Retirement and Socizl Security.
This situation coulad caﬁse a dichotomized workforce within
the Letter Carrier craft. |

'If a temporary solution té this problem can be achieved
beforé January 1, 1984,"we are wil lng to assist the

Commlt;ec in its efforts. _However, for the NALC to support

any possible solutlon, it must meet certain criteria that
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oor union has subscribed to siﬁce the issue of Social Security
coverage was first reised. | ‘ |

First, new employees must not be removed froﬁAcoverage
of the‘C1v1l Servrce Retlrement System It is necessary 'ﬂ-,
that post-l983 hires be contlnued in the Civil Sérvice
Retirement System until such time as a supolementel retirement
system 1is developed for them. Contlnurng coverage gives new
‘hires minimum asSurancesrof a retlrement system and coes not
leave them in limbo without any retirement svstem. Whiile

their future benefits are uncertain, it at least insures them

ot

of retirement coverage if Congress does not act.

Second, & Full concrloutlon of 7% to .the Civil Service

Py

etireﬁent fund must be’maoe either by che empioyees and/or
on behzlf of the emp{oyees. This insuree full funding of

the svscem and that there will be no redoction or interrupiion
in the contr;butlons. Such action elso insures the solvency

of the retlrcment £und end in no way threatens promised benefits
to current employees.

Thlrd as mentioned earlier, there should be eguity
between the contrlbutlon levels of present employees and
posc-1983 hires. The huge gap ;n-dollars deducted for retire-
mept benefits could cause oroblems not only in the workforce,
but between indlv1duals.- As time goes on, such 1nequity
could oﬁly beccme more severe. We'are coocerned,that all

emplovees our union currently represents ané will represent

are treatedé fairly and that there be no dichotomy of the workforce.
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gxr. Chairman, let me again thank you for yourvcontinuing
concérns on behalf of all'postal/federal employees 4-.Soth
oresent and future. We also look forward to working with
you ahé your Committee on -a possible solution to double
coverage of new hires. |

I will be happy to answer any guestions &ou or other

members of your Committee may wish to ask.

¢
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lheE:American Federation ot Government Employees -(AFGE),
 AFL-CIb, is pleaséd to have the oﬁportunity'to testify before the
the Post.;Office'and Civil Service Committee. AFGE represents
over 700,000 employees .throughout' the Executive Branch of

éovernment.

We are pleased to see this Committee address the 'rather
absurd situation:brought about by the péssage of H.R. 1900, +the
Social Security Retorm Bill. On January 1, 1984, new federal
employees ~ will ‘be (barring any change in current law)
contributing 14%  for retirement purposes -- /% to the Civil
Service Retirement System, 5.7% to §dci§l Security and 1.3% to
Medicare.  (For 1984, .3% of the Sotial'Security contribution

‘would be allowed as a tax credi£ for.ihcome tax purposes.) The
new employees will be contributing this 14% 'of tﬁeir salary
. without having any clear idea what' their wultimate retirement
benefits will bé since there'»curréntly. is no supplemental

retirement plan in place fbr these employees.

Below we illustrate the size of the annual retirement
contribution, at .current pay, for each of the GS levels, 1

through 12:
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65 LEVEL STEP  ANNUAL PAY  ANNUAL RETIREMENT CONTRIBUTION

1 5 $ 9,831 513376
2 5 10,703 - ;§51,498
3 5 12,065 1,689
4 5 13,581 1,896
5 5 15,153 "2,12{
6 5 16,888 2,368
7 5 18,767 - . 2,627
8 5 20,783 2,910
: s 22,956 - 3,214
10 5 25,283 3,539
11 5 27,776 -3,889
12 5 31,332/ 4,386

£

0f <course, one would have to deduct health insurance,
federal, state, and local income taxes before one could estimate

the take home pay -for these federal workers.

As the General Accounting Office stresses in-its report and
the above table indicates, the ability 6f the federal_government
to recruit and retain quality employees will be severely reduced
given this level of retirement contribﬁtﬁon; We cannot but add
at this point that the pay caps, retireﬁent benefit feductions,
increa‘s;eé in thev heaith'. premiums, détériorati;‘on of Awof‘king
cohdi{idns, and constant belittlement qf,the wqfth of federal
emﬁjoyeés haé also affecteb_the governments' abifity to ~§ttract

top notch workérs. These retirement contributions will 'make

2
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worse tﬁe already existing entry Ievél bay gaps between the

private sector and the federal sector. (See attachment.)"

The members :are well aware ihat this union opposed bringing
new federal. employees under Social Security. Qur opposition was
shared by yirtuaiiy all federal employees. However we were not

éb]e to ‘prevail on this issue.

When it became clear that new employees were to be brought
under Social Seéurity, we supported and were happy to see the
Senate pass the'amendment offered by Senator Russell Long (D-LA)
to H.R. 1800 which would have delayed coverage of new federal
employees until a supplemental retirement systém was in plaée.
Unfortunately,- the Senate was not able to prevail in Conference
with the House on the Long admendment. If the Long admendment

had prevailed we would not be facing the current abysmal

situation.

‘Although we recognize the politiéal difficulties in passing
a provision similar to the Long:admendment, we still believe
that femovingl'new employées from Social Security until 8
supplemental ret;rement system is in pféce is thé best answer to

the current problems.

Without this favored solution, it becomes very difficult to
find 'an appropriate solution to the. current situation. This
diffitulty stems from the fact that Qe are trying to remedy the
contribution aspect of the retiﬁemént system for new employees
without ' having any clear idea what the benefit structure will

eventdélly be. The GAO Report siétes, ... we assumed the new

3
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~supplemental retirement system wfii':retroactively couer all
periods of service by hew.employees SubseQUent to January 1,
'_i984s" New employees,. comsidering thesfrack record of uromises
made to 'federal employees, max'veﬁy_well wonder whether - this

.Massumption" is valid.-

THE PROPOSALS EXAMINED BY 6RO

The criteria offered by . GAO for the four proposals it
_considers is "a}ternetives which would alleviate adverse impacts
on recruiting and retention". We believe thet—there is another
con51derat10n wthh should be taken into account in attempting to
a}]ev1ate the dua] contribution problem -- namely that equality
between current and future employees be maintained. When the
supplemental retirement program is under con51derat10n AFGE. w111

be guided by the fo]lowlng PrlnC1p1e
The supplemental system (when combined with Social Security)
should prbvide the same leue] of benefits as the <current
system with .the same lével of contributions from the

employee.

In light of this principle, AFGE'cannot endorse any of the

retirement contribution proposals as currently fashioned by GAO.

The first proposal, to provide neu employees with a“;tax
credit for their contribution to the Civil Serviee Retirement
System;"would place new hlres in a 'relativeiy priv?]edged
posﬁtioh When compared tu current employees. f‘ For example
coﬁSider ;he hypothetical:'case of two employeesr (one eurrent

employee and one newly hired 1984 employee) both earning $40,000
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. and payﬁng éO% in federa1 income>tax. In this case under this
| altérnathe, the current employee would pay $2,800 to thé ~Civil
iService Retireméht System, $495 for Medicare, and $12,000 in
federal Eﬁcome tax for a take hdﬁe.pay of $24,705. The new
:-employee on the other hand would pay $2,800 to the Civil Service

'Retirément'System, $2,172 to Social.Security, $495 for Médicare,
and $9200 in féderal.income'tax (taking into account the tax
credit for the Civil Service ﬁetiremeﬁt System contribution).
His take-home péy would be«$25;333'-- a full $628 more than the
current employée. In addition, new'emDIOyees could alSo receive
a refund df their.Civil Servite Retirement contribution_if they

leave government service.

The second option of no Civil Sérvi;e Retirement coverage,
thus no émployee or employerAcéntribution to the Civil Service.
Retirement System, . also is flawed. .The new employee wduld have
Social Security coverage but would»ﬁqve no defined stake in a
supplementary 'retirement system. - The fresulting increased
insecurity would, again, have adverse impaét in the government's
recruitmént ability. There would &lso be fairness problems in
disability ‘and death situations. It wouid also have an adverse

impact .on the finances of the Civil Service Retirement Fund.

The foqrth option, of voluntary parficipétiqn in the Civil
Service Retirement System, is merely allowing employees to choose
between thé current situation which is, as these hearings attest,
recognized to bé unsatisfactory and‘the second GAO option which,

as we haQe already argued, is als¢.UnsatfsfacIory. “An option to

5
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choose between two unsatisfactory siﬁﬁations itself obviously

--unsatisfactory.

Option three, réquiring:agéncy'coni}ibutions but no émpioyee
contributions, also has some pnobﬁéms. By not requiring any
-contribution ~ from new'gmployees ,iffﬁaiLs 10 show new employées
that they have a stake fn a sUpplemenfary'fetirement system. 1f
they are guarantéed< credit for thé yeéré of servi;e in . fhjs
interim period, it is not equi;éble to current emplqyees-ﬁho will
'be‘céntributing'at @ higher rate than thése new workers or futqre
employees who may be required to contribute to the supplemental
retirgment' plan. It dqes_<have Athe: advantage of providing
increased coverage to new employees in.situations of disability
or death. It also aids in-the financial status of the Civil
Service Retifement Fund, comp;?ed to GAO option.two, py proViding

' . . 4
for agency contributions. '

AFGE RECOMMENDATIONS

if if is.considered impossible to vde]ay Social Security
coverage of new employees until a supblemental retirement sxstem
is in _place, then AFGE would recommend that GAO obtién three be
modified to provide for a 1.3% employee Ebntribution.to the Civil

Service Retirement System because:,

]1¥would achieve a pabity of contribution between new and

current employees for'retirement purpres.

It would assure new employees that they would have full
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crédit of their years of service toward a supplemental

retifement plan in this interim period.

It would provide the Civil Service Retirement Fund with some

additibnal funding.

It would provide new employees with coverage for disability
and death - .benefits comparable wifh pre-1984 federal

employees.

Provisions should, also, be made- for the refund or-addition-
al contribution -in the <case where the supplemental system
requires a contribution rate that.is different than 1.3%. There
already exists a precedent for this‘approéch in the way Congress
has chosen to handle the post-1956 military service for Civil
‘Service Refirement. We adre not pérsuédéd by the protésts made by
GADO in regard to. the admihistrative complexity of such an

épproqch.A We fully vrecognize that’their are some potential
administratiQe ‘problems in this approach bﬁt we strongly believe
that such problem; are secondary to the principles of equity and
fairness fo federal employees, both current and potential.

We want to. thank the Chairman and the Committee for
examining 'this situation and look forward tc working with the

Committee and its staff to respive the problem.
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ATTACHMENT .
Based on March 31, 1983 data §prlied by OPM, the‘relati&e
differences in entry level pay betweén similarly matched jobs in
the private sector vis the tederal sec;dr:has become alarming.

For exémp]e:

ENTRY LEVEL DIFFERENCES IN PAY

OCCUPATION  PRIVATE SALARY  FEDERAL SALARY % DIFFERENCE
ACCOUNTANTS $19,519 $14,098 38.45%
ATTORNEYS 28,119 .20,591 - ~ 36.55
CHEMISTS 21,365 /13,628 - 56.77

ENGINEERS 25,556 , ' 17,431 | 46.61
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